
 

 

 

Summary of Regent Bonding 

ISSUE 

The Board of Regents has issued $926.2 million of revenue bonds since 1963 with $509.1 
million of outstanding principal as of June 30, 1995.  Of this bonded indebtedness, $518.1 
million of Academic Revenue Bonds has been issued with $284.1 million of outstanding 
principal.  Outstanding principal is the amount of principal remaining on June 30, 1995.  A 
General Fund appropriation called Tuition Replacement has traditionally paid for the debt 
service (principal and interest) of the Academic Revenue Bonds.  This Issue Review 
summarizes the bonded indebtedness of the Board of Regents, the process of bonding, and 
the practice of refunding debt. 

AFFECTED AGENCIES 

Board of Regents 

CODE AUTHORITY 

Chapter 262 and Chapter 262A, Code of Iowa 

BACKGROUND 

Academic Revenue Bonds 

Academic Revenue Bonds are issued for academic buildings and other facilities used 
primarily for instructional and research purposes and to provide supporting services to the 
instructional and research programs.  This includes the additions to buildings and facilities, 
the reconstruction, completion, equipment, improvement and repair, or remodeling of building 
and facilities.  The Board of Regents is required to submit annually a proposed five-year 
building program for each institution, including an estimate of the maximum amount of bonds 
the Board expects to issue during the next biennium.  The Legislature and the Governor can 
approve the five-year building program and authorize a maximum amount of bonding 
authority for certain projects.  The Legislature does not approve the terms or structure of the 
debt such as interest rate or payment schedule.   

After authorization of the Academic Revenue Bonds, the Board of Regents will release and 
accept bids for the sale of bonds.  Student fees and charges are used to guarantee the 
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bonds.  However, a General Fund appropriation called Tuition Replacement has in the past 
replaced all of the student fees and charges as repayment.  This method allows the State to pay 
the full debt service requirement on Academic Revenue Bonds but does not constitute a debt or a 
charge against the State of Iowa for any constitutional or statutory limitation or provision.  Table 1 
shows past Tuition Replacement appropriations. 

Table 1 
FY 1976 - FY 1996 Tuition Replacement Appropriations (In Millions) 
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Total Tuition Replacement over 20 years:  $278.0 million  

 

Other Bonding 

The Code of Iowa authorizes the Board of Regents to issue bonds for dormitories, university 
hospitals, and other self-liquidating or self-supporting facilities.   

Hospital Revenue bonds are issued to finance projects at the University of Iowa Hospitals and 
Clinics.  The Hospital Revenue Bonds need a constitutional majority of the General Assembly to be 
sold.  Patient revenue pays the debt service (principal and interest) on the Hospital Revenue 
Bonds. 

Self-Liquidating Facilities Bonds also called Self-Supporting are issued to finance projects at the 
Regent institutions.  The projects are limited to student unions, recreational buildings, auditoriums, 
stadiums, field houses, athletic buildings and areas, parking structures and areas, and certain other 
projects.  Sale of the Self-Liquidating Facilities Bonds only need Regent approval and do not 
require legislative approval. 

Bond Refunding 

The Code of Iowa also authorizes the Board of Regents to refund or refinance bonds.  The Board 
of Regents has the authority to change any terms through refunding such as raising or lowering the 
interest rate.  The bonds can be refunded to change the debt structure such as extending principal 
payments into the future.    



ISSUE REVIEW 3 January 11, 1996 

 

CURRENT SITUATION 

Summary of Bonds Issued 

The Board of Regents has issued $926.2 million of revenue bonds with $509.1 million of 
outstanding principal as of June 30, 1995 (See Table 2).  Of the total outstanding principal, the 
University of Iowa has $250.9 million (49.3%), Iowa State University has $185.6 million (36.5%), 
and the University of Northern Iowa has $72.6 million (14.3%).  Of the Academic Revenue Bonds 
outstanding principal, the University of Iowa has $116.8 million (41.1%), Iowa State University has 
$111.2 million (39.1%), and the University of Northern Iowa has $56.2 million (19.8%). 

Table 2 
Revenue Bonds for the Regent Universities (In Millions) 

As of June 30, 1995 

Initial Total Principal 
Type of Revenue Bonds Princiipal Interest Cost Outstanding

Academic Revenue Bonds 518.1$        290.5$            284.1$            
Dormitory Bonds 98.2 84.8 45.1
Self-Supporting Facility Bonds 239.3 105.7 152.7
Project Notes 10.6 1.8 0.0
University Hospitals 60.0 57.6 27.2

926.2$        540.4$            509.1$             

Summary of Bond Terms 

Attachment 1 is a list of bonding authority by institution including the purpose of the bonding 
authority for FY 1990 through FY 1995.  Attachment 2 is a list of revenue bonds for each institution 
which includes the year of issue, net interest rate, initial principal, total interest costs, principal 
outstanding, and payout year.  Attachment 2 is sorted by type of bond.  Table 3 is a summary of 
Attachment 2.  The summary shows the lowest and highest net interest rate and payout year by 
type of bond for each institution.  The payout year is the fiscal year that the last principal and 
interest payment is made. 
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Table 3 
Bond Terms for Outstanding Debt 

As of June 30, 1995 

 

Lowest Highest Lowest Highest
Issue Net Interest Net Interest Payout Payout

Type of Revenue Bonds Dates Rate Rate Year Year

University of Iowa
Academic Revenue Bonds 1977-1995 4.52% 6.66% 1997 2020
Dormitory Bonds 1963-1992 3.65% 4.74% 2000 2007
Self-Supporting Facility Bonds 1968-1995 4.73% * 7.14% 1996 2013
University Hospitals 1973-1983 5.75% 8.34% 2000 2003

Iowa State University
Academic Revenue Bonds 1977-1995 4.49% 6.54% 1997 2020
Dormitory Bonds 1964-1967 3.00% 4.31% 2004 2008
Self-Supporting Facility Bonds 1968-1995 5.08% 7.24% 2008 2013

University of Northern Iowa
Academic Revenue Bonds 1977-1995 4.58% 7.05% 1997 2020
Dormitory Bonds 1964-1992 3.62% 6.05% 1998 2018
Self-Supporting Facility Bonds 1967-1974 4.43% 6.99% 1997 2005

* One of the Self-Supporting Facility Bonds is a variable interest rate issue.  
 

Summary of Tuition Replacement 

The Tuition Replacement appropriation replaces the student fees and charges that guarantees the 
debt service requirement on Academic Revenue Bonds.  Tuition Replacement is calculated based 
on the fiscal year’s debt service requirement (principal and interest payment) less interest earned.  
Interest is earned on bond proceeds and debt reserve funds.  Table 4 is a projection of Tuition 
Replacement for FY 1996 to FY 1997.  The Tuition Replacement appropriation has been 
overfunded in the past.  The funds either revert to the General Fund or transfer to another budget 
unit.  When estimating Tuition Replacement the debt service requirement is usually known and the 
interest earnings are unknown.  The majority of the overfunding is due to: 

• Project delays which allow the institutions to hold the bond proceeds longer than estimated.  
This allows more interest to be earned on the bond proceeds.  

• Higher interest rates than estimated. 
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Table 4 
Tuition Replacement Projections (In Millions) 

Includes all Bond Sales Through December 1995 
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Explanation of Refunding 

The Board of Regents has the authority to change bond terms through refunding such as raising or 
lowering the interest rate.  The bonds can be refunded to change the debt structure such as 
extending the principal payments into the future.  Refunding is also called refinancing.  The 
Legislature does not have to approve the refunding.  When Academic Revenue Bonds are 
refunded, Tuition Replacement is directly affected. 

The Board of Regents has refunded 15 Academic Revenue Bond original issues into 12 Academic 
Revenue Bond refunded issues.  This does not include refunded project notes.  The original issues 
had $115.3 million in outstanding principal at refunding.  The net proceeds of the refunded issues 
was $131.6 million.  The outstanding principal of the original issue less the net proceeds in the 
refunded issues results in an accounting loss of $16.3 million.  The refunded issues have debt 
service payments (principal and interest) of $7.8 million more than the original issues.   

The original projected economic gain from refunding is $6.4 million.  Economic gain is calculated by 
comparing the present value of the original issue debt service to the present value of the refunded 
issue debt service.  The bond yield as determined for federal tax compliance purposes is used as 
the discount factor in the present value calculation.  If the present value of the refunded issue debt 
service is less than the original issue, an economic gain is achieved.  

Over the life of the bonds that have been refunded, bond payments on the refunded issues will be 
$7.8 million more than the bond payments that would have been made on the original issue.  
However, the bond payments of the refunded issues are further into the future.  Since the 
payments are further into the future, the present value (today’s dollar value) is less than the present 
value of the bond payments of the original issue which results in an economic gain. 

For example, a $60 payment is made at the end of 10 years or a $5 payment is made for 10 years.  
The $60 payment is $10 more than the $5 payments for 10 years.  However, the present value of 
the $60 is less than the present value of the $5 payments assuming a 5.0% discount rate.  An 
economic gain would be achieved if the $60 payment is selected.         
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The refunded issues individually resulted in an economic gain from $38,000 to $1.8 million.  The 
refunded issues with lower economic gain were refunded to restructure the debt rather than to 
achieve savings.  Table 5 compares the debt service requirement of the original issues versus the 
refunded issues.  The annual debt service requirement was reduced before FY 1995 and increased 
from FY 1995 to FY 2005 due to refunding. 

Table 5 
Original Debt Schedules versus Refunded Debt Schedules (In Millions) 

Academic Revenue Bonds 
As of June 30, 1995 
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The Legislature allowed the Board of Regents to issue project notes for General Fund building 
appropriations that were deappropriated.  The initial principal of the project notes was $10.6 million.  
The project notes were issued in anticipation that the General Fund would repay the notes.  The 
principal on the project notes is not repaid until the due date, only interest payments are made.  
Interest payments were included in the Tuition Replacement appropriation.  Since the General 
Fund did not pay the principal of the notes, the Board of Regents refunded the notes with Academic 
Revenue Bonds in FY 1994 and FY 1995.  The project notes cost $1.7 million in interest plus issue 
costs and no principal was paid for approximately a three-year period.         

ALTERNATIVES 

Possible alternatives include: 

• The Executive Council, Legislature, or Legislative Council could review and authorize the terms 
and structure of Academic Revenue Bonds and refunded Academic Revenue Bonds since the 
State General Fund is directly responsible for the debt service payments. 

• Require the Board of Regents to use other sources of funds to partially pay the debt service 
payments of the Academic Revenue Bonds so the Tuition Replacement appropriation does not 
have to fully fund the debt service.  Other sources of funds could include such items as tuition 
from out-of-state students and indirect cost reimbursement. 
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BUDGET IMPACT 

Only Academic Revenue bonds affect the General Fund through the Tuition Replacement 
appropriation.  As more Academic Revenue Bonds are authorized, the appropriation will need to be 
increased and vise versa. 
 
STAFF CONTACT:  Jon Studer (Ext. 17799)  
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